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Township Board
Lilley Township
Newaygo County
Bitely, Ml 49309

Independent Auditor's Report

We have audited the accompanying financia statements of the governmental activities,
each mgjor fund, and the aggregate remaining fund information of Lilley Township as of
and for the year ended June 30, 2006, which collectively comprise the Township's basic
financia statements as listed in the table of contents. These financia statements are the
responsibility of the Townships management. Our responsbility is to express opinions
on these financia statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the general purpose financid statements are
free from materid misstatement. An audit includes examining on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financid statement presentation. We
believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in al material
respects, the respective financial position of the governmenta activities, each mgor fund,
and the aggregate remaining fund information of Lilley Township, Michigan as of June
30, 2006, and the respective changes in financial position thereof for the year then ended
in conformity with accounting principles generaly accepted in the United States of
America.

As discussed in Note A, the Township adopted Governmental Accounting Standards
Board Statement Number 34 during the current year. As a result, these financia
statements present entirely new financia information. Governmental activities report
information by individualy significant fund, as well as in total on the full accrua basis
of accounting.
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The management's discussion and anaysis and budgetary comparison information on pages 3
through 5 and 20 through 23, are not a required part of the basic financial statements, but are
supplementary information required by accounting principles generaly accepted in the
United States of America. We have applied certain limited procedures, which consisted
principaly of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financia statements that
collectively comprise Lilley Township, Michigan's basic financid statements. The
combining non-magjor and individua fund statements are presented for purposes of additional
analysis and are not a required part of the basic financia statements. The combining non-
magjor and individua fund financid statements have been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, are fairly
stated in al materid respects in relation to the basic financia statements taken as a whole.

Mewdsns + Jots

Hendon & Sate, P.C.
Certified Public Accountants
February 21, 2007



MANAGEMENT'S DISCUSSION AND ANALYSIS

Using this Annual Report
This annual report consists of a series of financial statements. The Governmental Wide Statement

of Net Assets and the Government Wide Statement of Activities provide information about the
activities of the Township as a whole and present a longer-term view of the Township's finances.
Fund financial statements tell how these services were financed in the short-term, as well as what
remains for future spending. Fund financia statements also report the Township's operations in
more detail than the government-wide financial statements.

The Township as a Whole

The Township's combined net assets increased 14.4% from a year ago - increasing from $488,732
to $559,283. In a condensed format, the table below shows key financid information (in future
years, when more information is available, a comparative analysis will be made):

Governmentd
Activities
2006

Current Assets $ 349,879

Noncurrent Assets 286,628

Total Assets $ 636,507

Long-Term Debt Outstanding $ 71167

Other Liabilities 6,057

Total Liabilities $ 77,224
Net Assets

Invested in Capital Assets-Net of Debt $ 215461

Unrestricted 343,822

Total Net Assets $ 559,283

Unrestricted net assets - the part of net assets that can be used to finance day to day operating,
increased by approximately $22,000 for the governmenta activities. This represents an increase
of approximately 6.8%.



Management's Discusson and Anaysis (Continued)

Governmental
Activities
2006
Program Revenues
Charges for Services $ 16,314
Genera Revenues
Property Taxes 187,512
State Shared Revenues 56,156
Refunds & Rebates 51,883
Rentas & Royadties 561
Interest 675
Total Revenues $ 313101
Program Expenses
Generd Government 77,430
Public Safety 90,044
Public Works 58,031
Community & Economic Development 7,904
Other 18,854
Total Expenses 252,263
Change in Net Assets $ 60,838

The Township's total net assets continue to remain hedthy. This is attributed to monitoring the
budget to actud total expenditures and maintaining a prudent attitude towards spending.

Governmental Activities

The Township's total governmental revenues increased by approximately $17,000. The following
revenues increased: property taxes increased $9,417, or 5.3%; grants increased $5,648, or 139%;
and charges for services increased $2,808, or 21%.

Expenses increased by about $58,000 over the prior year which is mostly due to the addition to the
fire barn.



Management's Discusson and Anaysis (Continued)

Business-Type Activities
The Township had not business type activities.

The Township's Fund
Our anaysis of the Township's mgor funds follows the entity wide financid statements. The fund

financia statements provide detail information about the most significant funds, not the Township
asawhole. The Township Board creates funds to help manage money for specific purposes as
well as to show accountability for certain activities, such as specia property tax millages. The
Township's mgor funds for 2006 include the General Fund, the Road Fund, the Fire Fund, and the
Sanitation Fund.

General Fund Budgetary Highlights
Over the course of the year, the Township Board amended the budget to take into account events

during the year, however, there were a few instances in which the Board did over-expend as
reported in the notes to the financia statements.

Capital Asset and Debt Adminigtration

At the end of 2006, the Township had $286,628 invested in a broad range of capita assets,
including land, buildings, vehicles, and equipment. In addition, the Township has invested
sgnificantly in roads within the Township. These assets are not reported in the township's
financial statements because of Michigan law, which makes these roads property of the Newaygo
County Road Commission (along with the responsibility to maintain them).

Contacting the Township's M anagement

This financia report is intended to provide our citizens, taxpayers, customers and investors with a
generd overview of the Township’s finances and to show the Township’'s accountability for the
money it recaeives. If you have questions about this report or need additiona information, we
welcome you to contact the clerk’s office.




LILLEY TOWNSHIP

Government Wide Statement of Net Assets
June 30, 2006

ASSETS
Cash
Prepaid Insurance
Accounts Receivable
Capital Assets, Net

Tota Assets

LIABILITIES
Accounts Payable
Due to Other Units
Long-Term debt - Duein 1 year or less
Long-Term debt - Due in more than 1 year

Totd Liabilities
NET ASSETS
Invested in Capitd Assets
Net of Related Debt
Unrestricted

Total Net Assets

Governmental
Activities

$ 330,961
2,116

16,802

286,628

636,507

3,827
2,230
10,838
60,329

77,224

215,461
343,822

$ 559,283

The Notes to the Financid Statements are an integra part of this statement
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LILLEY TOWNSHIP

Government Wide Statement of Activities
For the Year Ended June 30, 2006

Net (Expenses)

Revenue and

Program Revenues Changes in

Operating Net Assets

Charges for Grants and Governmental

Expenses Services Contributions Activities
Primary Government
Genera Government $ 77430 $ 16314 $ 6,982 $ (4139
Public Safety 90,044 - - (90,044)
Public Works 58,031 - 2,731 (55,300)
Economic Development 7,904 - - (7,904)
Other 18,854 - - (18,854)
Total Primary Government $ 252,263 $ 16,314 $ 9713 (226,236)
Genera Revenues

Property Taxes - Levied for General Purpose 187,512

State Shared Revenue 56,156

Refunds & Reimbursements 51,883

Rentds & Roydties 561

Interest 675

Total General Revenues 296,787

Change in Net Assets 70,551

Net Assets - July 1, 2005 488,732

Net Assets - June 30, 2006 $ 559,283

The Notes to the Financid Statements are an integra part of this statement
7



ASSETS
Cash
Accounts Receivable
Due from Other Funds

Total Assts

LIABILITIES
Accounts Payable
Due to Other Funds
Due to Other Governments

Total Liabilities
FUND BALANCES

Unrestricted

Tota Fund Bdance

Total Liabilities
and Fund Equity

LILLEY TOWNSHIP

Governmental Fund Baance Shest

June 30, 2006

Non-Mgjor Totd
Generd Road Sanitation Fire Governmentd Governmental

Fund Fund Fund Fund Funds Funds
$ 127,398 $ 21,721 $ 115,107 $ 54218 $ 12517 $ 330,961
8,285 - - 7,298 1,219 16,802
- - 3,656 - - 3,656
$ 135,683 $ 21,721 $ 118,763 $ 61516 $ 13,736 $ 351,419
$ 3,210 $ - $ - $ 145 $ 472 $ 3,827
3,656 - - - - 3,656
2,230 - - - - 2,230
9,096 - - 145 472 9,713
126,587 21,721 118,763 61,371 13,264 341,706
126,587 21,721 118,763 61,371 13,264 341,706
$ 135,683 $ 21,721 $ 118,763 $ 61516 $ 13,736 $ 351419

The Notes to the Financial Statements are an integral part of this statement
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LILLEY TOWNSHIP

Reconciliation of the Baance Sheet
of Governmental Funds to the Statement of Net Assets
For the Year Ended June 30, 2006

Total Governmental Fund Balances $ 341,706

Total net assets reported for governmenta activities in the
statement of net assets are different from the amount reported as
total governmenta funds fund balance because:

Prepaid insurance reflects amounts that will be paid in a
future period 2,116

Notes payable are not due or payable in the current period
and are not reported in the fund statements (71,167)

Capita assets used in governmental activities are not financia
resources and therefore are not reported in the fund statements.
Amounts reported for governmental activities in the statement

of net assats:

Governmental Capital Asset $ 602072

Governmental Accumulated Depreciation (315,444) 286,628
Total Net Assets - Governmental Activities: $ 559,283

The Notes to the Financid Statements are an integra part of this statement
9



LILLEY TOWNSHIP

Governmental Fund Statements of Revenue, Expenditures,
and Changes in Fund Balance
For the Year Ended June 30, 2006

Sanitary Non-Mgjor Totd
Generd Road Waste Fire Governmental Governmentd
Fund Fund Fund Fund Funds Funds
Revenues
Property Taxes $ 41550 $ 26,228 $ 78,667 $ 35,208 $ 5,859 $ 187512
State Shared Revenue 56,156 - - - - 56,156
Grants 6,982 2,731 - - - 9,713
Licenses and Permits 710 - - - 14,946 15,656
Charges for Services 268 - - - 390 658
Refunds and Reimbursements 55 2,133 - 49,695 - 51,883
Rentds and Royalties 561 - - - - 561
Interest 675 - - - - 675
Total Revenues 106,957 31,092 78,667 84,903 21,195 322,814
Expenditures
General Government 84,856 - - - 4,497 89,353
Public Safety 6,768 - - 96,106 13,411 116,285
Public Works - 25,936 42 540 - - 68,476
Economic Development 7,904 - - - - 7,904
Other 5,965 - 2,076 8,623 2,190 18,854
Total Expenditures 105,493 25,936 44,616 104,729 20,098 300,872
Excess Revenue Over
(Under) Expenditures 1,464 5,156 34,051 (19,826) 1,097 21,942
Fund Balance - July 1, 2005 125,123 16,565 84,712 81,197 12,167 319,764
Fund Baance - June 30, 2006 $ 126,587 $ 21,721 $ 118,763 $ 61371 $ 13264 $ 341,706

The Notes to the Financial Statements are an integral part of this statement
10



LILLEY TOWNSHIP
Reconciliation of Statement of Revenues, Expenditures and Changes in

Fund Balances of Governmental Funds to the Statement of Activities
For the Year Ended June 30, 2006

Net Change in Fund Balances - Total Governmental Funds $ 21,942

Amounts reported for governmenta activities in the statement of
activities are different because:

Prepaid expenses reflect amounts that will be paid in a

future period:
Current Year Prepaid Insurance $ 2,117
Prior Year Prepaid Insurance (2,227) (1120)

Note payable principa payments are reported as an
expenditure in the fund statements but not in the
statement of activities (where it reduces long-term debt). 11,310

The acquigition of capital assets are reported in the governmental
funds as expenditures. However, for governmenta activities those
costs are shown in the statement of net assets and allocated over
their estimated useful lives as annual depreciation expense

Capita outlay reported in governmenta fund statements 83,922
Capital outlay reported as expenses in the Statement of Activities (18,322)
The net effect of various miscellaneous transactions involving

capital assets (i.e, sales, trade-ins, and donations) is to

increase (decrease) in assets 65,600
Depreciation Expense (28,191) 37,409
Changes in Net Assets - Governmenta Activities $ 70,551

The Notes to the Financid Statements are an integra part of this statement
11



LILLEY TOWNSHIP

Statement of Net Assets - Fiduciary Fund

June 30, 2006
Trust and
Agency Fund

Assts

Cash and Investments $ -

Total Assts $ -
Liabilities and Net Assts
Liabilities

Due to Other Funds $ -

Due to County -

Due to Schools -

Due to Others -

Total Liabilities -
Net Assets

Unreserved -
Total Liabilities and Net Assats $ -

The Notes to the Financid Statements are an integra part of this statement
12



LILLEY TOWNSHIP

Notes to the Financial Statements
For the Year Ended June 30, 2006

NOTEA SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of Lilley Township conform to accounting principles generally accept-
ed in the United States of America (GAAP) as applicable to governmenta units. The following
is asummary of the significant policies us by Lilley Township.

In June, 1999, the GASB issued Statement No. 34, Basic Financial Statements - and
Management's Discussion and Analysis - for State and Local Governments . Certain of the
significant changes in the Statement include the following:

a A Management's Discussion and Anaysis (MD&A) section providing an anaysis of the
Township's overdl financid position and results of operations.
b. Financia statements prepared using full accrua accounting for al of the Township's
activities.
c. A change in the fund financial statements to focus on the major funds.
These and other changes are reflected in the accompanying financia statements (including
notes to financial statements).

A.Reporting Entity
The reporting entity is a genera law township as defined by the laws of the State of
Michigan. The Township is governed by a Supervisor and Township Board.

As defined by Governmenta Accounting Standards Board (GASB) No. 14, the financia
reporting entity consists of (1) the primary government, (2) organizations for which the
primary government is financialy accountable, and (3) other organizations for which the
primary government is not accountable, but for which the nature and significance of their
relationship with the primary government are such that exclusion would cause the
reporting entity's financial statements to be mideading or incomplete. The primary
government has financia accountability if it:

1. Appoints a voting majority of the organization's board, and, has the ability to impose
its will on the organization; or

2. Thereis a potentia for the component unit to provide certain financial benefits to, or
impose certain financia burdens on, the primary government.

Based on this criteria, there are no other entities included in this report.

B. Government-Wide and Fund Financia Statements
The government-wide financia statements (i.e., the statement of net assets and the
statement of changes in net assets) report information on al of the nonfiduciary activities
of the primary government. For the most part, the effect of interfund activity has been
removed from these statements.

Governmental activities, normaly supported by taxes and intergovernmental revenues,
are reported separately from business-type activities which rely to a significant extent on
fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment are offset by program revenues. Direct expenses are those that
are clearly identifiable with a specific function or segment.

13



Notes to the Financiad Statement (Continued)

Program revenues include: (1) charges to customers or gpplicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or
segment; and (2) grants and contributions that are restricted to meeting the operational or
capital requirements of a particular function or segment. Taxes and other items not
properly included among program revenues are reported instead as general revenue.

Separate financia statements are provided for governmental funds and fiduciary funds,
even though the latter is excluded from the government-wide financia statements. Magor
individual governmental funds are reported as separate columns in the fund financia
statements.

C. Measurement Focus, basis of Accounting and Financial Statement Presentation
The government-wide financial statements are reported using the economic resources
measurement focus and the accrua basis of accounting, as are the proprietary fund and
fiduciary fund financia statements. Revenue is recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows.
Property taxes are recognized as revenue in the year for which they are levied. Grants and
similar items are recognized as revenue as soon as al eigibility requirements imposed by
the provider have been met.

Governmenta fund financia statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenue is recognized
as soon as it is both measurable and available. Revenue is considered to be available if it
is collected within the current period or soon enough theresfter to pay liabilities of the
current period. For this purpose, the government considers revenues to be available if they
are collected within 60 days of the end of the current fiscal period. Expenditures are
generally recorded when a lighility is incurred, as under accrua accounting. However,
debt service expenditures, expenditures relating to compensated absences, and claims and
judgments are record only when payment is due.

Revenues are recognized in the accounting period in which they become susceptible to
accrud, that is when they become both measurable and available to finance expenditures
of the fiscal period.

1. State Shared Revenue Receivable
State Shared Revenue is distributed in six installments per year. Often the last
payment has not been received by June 30, 2006; therefore; a receivable is recorded
for this amount. For fiscal year-end June 30, 2006, the receivable amount was $8,225.

2. Property Taxes Receivable
The Township property tax is levied on each December 1st on the taxable valuation
of the property (as defined by date statutes) located in the Township as of the
preceding December 31st. The taxes are due on September 14th and February 14th,
with the find collection date of February 28th before they are added to the County tax
rolls. The 2005 delinquent taxes were received during the fiscal year ended June 30,
2006, therefore, no receivable was recorded for this amount.

The 2005 taxable valuation of the Township totaled $27,077,338 on which ad
valorem taxes levied consisted of 1.2499 mills for genera operations, 1.3044 mills
for fire operations, 2.9142 mills for waste and transfer operations, .9714 mills for
roads, and .2173 mills for cemetery operations raising $33,729 for general operations,
$35,208 for fire operations, $78,667 for waste and transfer operations, $26,228 for
roads, and $5,859 for cemetery operaions. These amounts are recognized in the
respective general and special revenue fund financia statements as current tax
revenue.

14



Notes to the Financia Statements (continued)

The government reports the following magjor governmenta funds:

The General fund is the government's primary operating fund. It accounts for all
financial resources of the general government, except those required to be accounted
for in another fund.

The Fire Fund accounts for the resources of property tax revenue and charges for
services that are restricted for fire protection purposes.

The Sanitary Waste Fund accounts for the property tax revenues that are restricted for
the operation of the transfer station.

The Road Fund accounts for the resources of property tax revenue, charges for
services and PILT monies for the maintenance of Township roads.

Private-sector standards of accounting issued prior to December 1, 1989, are generaly
followed in the government-wide financial statements to the extent that those standards
do not conflict with the standards of the Governmental Accounting Standards Board.

Amounts reported as program revenue include: (1) charges to customers or applicants for
goods, services or privileges provided; (2) operating grants and contributions; and (3)
capital grants and contributions, including speciad assessments. Internaly dedicated
resources are reported as general revenue rather than as program revenue. Likewise,
genera revenue includes all taxes.

D.Assats, Liahilities, and Fund Baance
Bank Deposits and Investments - Cash and cash equivalents are considered to be cash on
hand, demand deposits, and short-term investments with a maturity of three months or less
when acquired. Investments are stated as fair value. Pooled investment income is generaly
alocated to each fund based on the cash balance in each fund.

Receivables and Payables - In general, outstanding balances between funds are reported as
"due to/from other funds'. Activity between funds that is representative of lending/borrow-
ing arrangements outstanding at the end of the fiscal year is referred to as "advances to/ffrom
other funds'.

Inventories and Prepaid Items - Payments for inventoriable types of supplies are recorded as
expenditures at the time of purchase. Normally expenditures are not divided between years
by the recording of prepaid expenses. There were no materia inventories at year end.

Capital Assets - Capital assets, which include property, plant and equipment, are reported in
the applicable governmenta activities column in the government-wide financial statements.
Capital assets are defined by the government as assets with an initial individua cost of more
than $3,000 and an estimated useful life in excess of one year. Such assets are recorded at
historical cost or estimated historical cost if purchased or constructed. Donated capital assets
are recorded at estimated fair market value at the date of donation.

Property, plant and equipment is depreciated using the straight-line method over the follow-
ing useful lives:

Years
Buildings and 30
Land Improvements 15
Fire Trucks 8
Equipment 5-7

15



Notes to the Financia Statements (continued)

NOTE B

NOTE C

Fund Equity - In the fund financid statements, governmental funds report reservations of
fund baance for amounts that are not available for appropriation or are legaly restricted by
outside parties for use for a specific purpose. Designations of fund baance represent tenta
tive management plans that are subject to change.

Edtimates - Management uses estimates and assumptions in preparing financial statements.
Those estimates and assumptions affect the reported amounts of assets and ligbilities, the
disclosures of contingent assets and liabilities, and the reported revenues and
expenditures/expenses.  Actual results may differ from those estimates.

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgetary Information - Annua budgets are adopted on a basis consistent with generdly
accepted accounting principles for al governmental funds. All annual appropriations lapse at
fiscal year end. The Township approves its originaly adopted budget by the end of the current
fiscal year. Amendments are approved periodicaly during the year.

The budget document presents information by fund, activity, and line items. The lega leve of
budgetary control adopted by the governing body is the activity level.

The Township does not utilize encumbrance accounting.

Excess of Expenditures Over Appropriations in Budgeted Funds - During the year, the Loca
Governmental Unit incurred expenditures in certain budgeted funds which were in excess of the
amounts appropriated, as follows:

Budget Item Budget Actua Variance
Generd Fund - Township Board $ 8050 $ 9476 $ (1426)
General Fund - Assessor 12,950 13,130 (180)
Genera Fund - Clerk 11,195 13,502 (2,307)
General Fund - Twp. Hall & Grounds 23,000 34492 (11,492
Genera Fund - Planning 3,270 5,489 (2,219)
Fife Fund - Other 3,900 8,623 (4,723
Fire Fund - Public Safety 82,395 96,106  (13,711)

DEPOSITS AND INVESTMENTS

Michigan Compiled Laws, Section 129.91, authorizes the Township to make deposits and invest
in the accounts of federally insured banks, credit unions, and savings and loan associations
which have an office in Michigan. The Township is alowed to invest in bonds, securities and
other direct obligations of the United States or any agency or instrumentality of the United States;
United States government or federal agency obligations; repurchase agreements; bankers
acceptance of United States banks; commercia paper rated within the two highest classifica-
tions which mature not more than 270 days after the date of purchase; obligations of the State

of Michigan or its political subdivisions which are rated as investment grade; and mutual funds
composed of investment vehicles which are lega for direct investment by loca units of
government in Michigan.

Deposits - The Township maintains pooled cash and investment accounts. Each fund type
portion is displayed on the combined balance sheet as "Cash" under each fund's caption. All
cash deposits are held in the Township's own name at Lake Osceola State Bank and Indepen-
dent Bank West Michigan. Following is a schedule of cash insured by the Federal Deposit
Insurance Corporation (FDIC).

The Township's deposits and investment policy are in accordance with statutory authority.
The Township's deposits were reported in the basic financia statements in the following
categories:

Carrying Market FDIC
Vaue Vaue Insured
Now Account $ 330961 $ 331,842 $100,000
Tax Account - - -
Tota Deposits $ 330,961 $ 331,842 $100,000
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Notes to the Financia Statements (continued)

NOTE D

NOTE E

The Township believes that due to the dollar amounts of cash deposits and the limits of FDIC
insurance, it is impractica to insure al bank deposits. As a result, the Township evauates each
financia ingtitution with which it deposits Township funds and assesses the level of risk of each
ingtitution; only those ingtitutions with an acceptable estimated risk level are used as
depositories.

Investments are normally categorized to give an indication of the level of risk assumed by the
Township; however, cash management funds are not categorized because they are not evidenced
by securities that exist in physica or book entry form. Management believes the investments in
the funds comply with the investment authority noted above.

RECEIVABLES

Receivables as of year-end for the Township’s individual mgjor and non-magjor funds, and the
fiduciary funds in the aggregate, including the applicable alowances for uncollected accounts,
are asfollows:

Genera Fire Building
Fund Fund Fund Totd
Accounts Receivable $ 8285 $ 7298 $ 1219 $ 16,802

CAPITAL ASSETS

Capital asset activity of the primary government of the current year was as follows:

Beginning Ending
Baance Increases  Decreases Balance
Capital Assets not being depreciated
Land $ 3L210 % - $ - $ 31,210
Capitd Assets Being Depreciated
Land Improvements 22,290 8,709 - 30,999
Equi pment 25,958 6,163 - 32,121
Vehicles 377,000 - - 377,000
Buildings & Improvements 80,014 50,728 - 130,742
Subtotal 505,262 65,600 - 570,862
Less Accumulated Depreciation for
Land Improvements 7,547 1,773 - 9,320
Equi pment 3,586 3,877 - 7,463
Vehicles 259,328 20,317 - 279,645
Buildings & Improvements 16,792 2,224 - 19,016
Subtotal 287,253 28,191 - 315,444
Net Capita Assets being depreciated 218,009 37,409 - 255,418
Capital Assets - Net of Depreciation $ 249219 $ 37409 $ - $ 286,628
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Notes to the Financia Statements (continued)

NOTE F

NOTE G

NOTEH

Depreciation expense was charged to programs of the primary government as follows:

Governmental Activities

General Government $ 1,059
Fire Fund 25,110
Cemetery Fund 745
Transfer Station Fund 1,277
Total Governmental Activities $ 28,191

INTERFUND RECEIVABLES AND PAYABLES

The composition of interfund balances is as follows:

Receivable Fund Payable Fund
(Due From) (Due To)
Genera Fund $ 3,656 Transfer Station Fund $ 3,656
$ 3,656 $ 3,656
PENSION PLAN

The Township provides pension benefits to some of its full time employees through a defined
contribution plan administered by Burnham & Flower Insurance Group. Inadefined
contribution plan, benefits depend solely on amounts contributed to the plan plus investment
earnings. As established by the Township Board, the plan is funded by a contribution from the
Township of $100 per range of $500 of covered employees sdaries of a $500 maximum
contribution limited by Code Section 415 to 25% of a participant's annua compensation. The
Township's contributions for each employee (plus interest alocated to the employee's account)
are fully vested upon degth, total disability, or atainment of norma retirement age (after six
months of service). Upon early retirement or termination of employment for any reason, it shall
vest in accordance with the vesting schedule in part 7 of the adoption agreement.

The Township's total payroll during the current year was $53,384, of which $17,290 was
covered by the plan. The employer contribution made during the current year amounted to
$1,050.

INSTALLMENT PURCHASE AGREEMENT

On November 12, 2001, the Township entered into an agreement with West Shore Fire, Inc. for
the purchase of a 2000 Emergency One Fire Truck, with financing through Lake Osceola State
Bank for $119,000. Payments began December 12, 2001, at $1,239.04 per month including
interest. The annua requirement to amortize long-term debt outstanding as of June 30, 2006,
including interest, is as follows:

Y ear Fire
Ended Truck
June 30 Loan
2007 $ 14,868
2008 14,868
2009 14,868
2010 14,868
2011 14,868
Subsequent Years 6,206
Totd Payments 80,546
Less Interest Portion (9,379)
Principal Portion $ 71,167
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Notes to the Financiad Statement (Continued)

The following is a summary of Long-Term Debt transactions for the year.

Balance Baance
7/1/2005 I ssued Retired 6/30/2006
Fire Truck Loan $ 82478 % - $ 11311 $ 71,167

Interest expense for the fisca year end June 30, 2006 was $3,558.

NOTEI RISK MANAGEMENT

The Township is exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets and omissions; and natura disasters for which the Township carries
commercia insurance. Liabilities in excess of insurance coverage, if any, are reported when it
is probable that a loss has occurred and the amount of the loss can be reasonably estimated.
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LILLEY TOWNSHIP

Required Supplementary Information
Budgetary Comparison Schedule for General Fund
For the Year Ended June 30, 2006

Budgeted Amounts Variance to
Origind Fina Actua Finad Budget

Beginning Year Fund Balance - July 1, 2005  $125123 $125123 $125123 $ -

Resour ces (Inflows)

Property Taxes 41,750 41,750 41,550 (200)
State Shared Revenue 55,000 55,000 56,156 1,156
Loca Grants - - 6,982 6,982
Licenses and Permits 1,600 1,600 710 (890)
Charges for Services 420 420 268 (152)
Refunds and Reimbursements 50 50 55 5
Rentas and Royalties 500 500 561 61
I nterest 600 600 675 75
Amounts Available for Appropriation 225,043 225,043 232,080 7,037
Charges to Appropriations (Outflows)
Genera Government 60,430 71,940 84,856 (12,916)
Public Safety 7,000 7,000 6,768 232
Community & Economic Development 10,365 10,365 7,904 2,461
Other 17,300 17,300 5,965 11,335
Total Chargesto Appropriation 95,095 106,605 105,493 1,112

Budgetary Fund Balance - June 30, 2006 $129948 $118438 $126587 $ 8149
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LILLEY TOWNSHIP

Required Supplementary Information
Budgetary Comparison Schedule for Road Fund
For the Year Ended June 30, 2006

Budgeted Amounts Variance to
Origind Fina Actua Finad Budget

Beginning Year Fund Balance - July 1,2005 $ 16565 $ 16565 $ 16565 $ -

Resour ces (Inflows)

Property Taxes 26,030 26,030 26,228 198
Grants 2,100 2,100 2,731 631
Licenses & Permits 5 5 - 5)
Reimbursements 150 150 2,133 1,983
Amounts Available for Appropriation 44,850 44,850 47,657 2,807

Charges to Appropriations (Outflows)
Public Works 28,080 28,080 25,936 2,144

Total Chargesto Appropriation 28,080 28,080 25,936 2,144

Budgetary Fund Balance - June 30, 2006 $ 16770 $ 167/0 $ 21721 $ 4951
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LILLEY TOWNSHIP

Required Supplementary Information

Budgetary Comparison Schedule for Sanitation Fund

For the Year Ended June 30, 2006

Beginning Year Fund Baance - July 1, 2005

Resour ces (Inflows)
Property Taxes

Amounts Available for Appropriation
Charges to Appropriations (Outflows)
Public Works
Other
Total Chargesto Appropriation

Budgetary Fund Balance - June 30, 2006

Budgeted Amounts Variance to
Origind Fina Actua Finad Budget
$ 84,712 $ 84712 $ 84712 3 -
78,088 78,088 78,667 579
162,800 162,800 163,379 579
55,575 55,575 42,540 13,035
2,700 2,700 2,076 624
58,275 58,275 44,616 13,659
$104525 $104525 $118763 $ 14,238
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LILLEY TOWNSHIP

Required Supplementary Information
Budgetary Comparison Schedule for Fire Fund
For the Year Ended June 30, 2006

Budgeted Amounts Variance to
Origind Fina Actua Finad Budget

Beginning Year Fund Balance - July 1, 2005  $ 81,197 $ 81,197 $ 81197 $ -

Resour ces (Inflows)

Property Taxes 35,050 35,050 35,208 158
Reimbursements 47,500 47,500 49,695 2,195
Amounts Available for Appropriation 163,747 163,747 166,100 2,353

Charges to Appropriations (Outflows)

Public Safety 82,395 82,395 96,106 (13,711)
Other 3,900 3,900 8,623 (4,723)
Total Chargesto Appropriation 86,295 86,295 104,729 (18,434)

Budgetary Fund Balance - June 30, 2006 $ 77452 $ 77452 $ 61371 $ (16,081)
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LILLEY TOWNSHIP

Combining Baance Sheet
Non-Maor Governmental Funds
June 30, 2006

Tota
Building Non-Maor
Cemetery  Ingpection  Governmenta

Fund Fund Funds

ASSETS

Cash $ 5195 $ 7,322 $ 12,517

Accounts Receivable - 1,219 1,219

Total Assets $ 5,195 $ 8541 $ 13736
LIABILITIES AND FUND EQUITY
Liabilities

Accounts Payable $ - $ 472 3 472

Total Liabilities - 472 472
Fund Equity

Fund Balances - Unreserved 5,195 8,069 13,264
Total Liabilities and Fund Equity $ 5195 $ 8541 $ 13736
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LILLEY TOWNSHIP
Combining Statement of Revenues, Expenditures and Changes
in Fund Baance - Non-Mgor Governmental Funds
For the Year Ended June 30, 2006

Speciad Revenue Funds

Tota
Non-Mgor
Cemetery Inspection Governmental
Fund Fund Funds
Revenues
Property Taxes $ 5859 $ - $ 5,859
Licences and Permits - 14,946 14,946
Charges for Services 390 - 390
Tota Revenues 6,249 14,946 21,195
Expenditures
Gengra Government 4 497 - 4497
Public Safety - 13,411 13,411
Other 2,067 123 2,190
Tota Expenditures 6,564 13,534 20,098
Excess Revenue Over
(Under) Expenditures (315) 1,412 1,097
Fund Balance - July 1, 2005 5,510 6,657 12,167
Fund Baance - June 30, 2006 $ 5195 $ 8069 $ 13,264
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LILLEY TOWNSHIP

Statement of Revenues, Expenditures, and Changes
in Fund Baance - Budget and Actua - Genera Fund
For the Year Ended June 30, 2006

Favorable
Budget Actud (Unfavorable)
Revenues
Property Taxes $ 41,750 $ 41550 $ (200)
State Shared Revenue 55,000 56,156 1,156
Loca Grants - 6,982 6,982
Licenses and Permits 1,600 710 (890)
Charges for Services 420 268 (152)
Refunds and Reimbursements 50 55 5
Rentals and Royalties 500 561 61
Interest 600 675 75
Total Revenues 99,920 106,957 7,037
Expenditures
Legidative
Township Board
Sdaries and Wages 1,950
Supplies 66
Contracted Services 6,441
Transportation 186
Printing & Publishing 228
Dues 535
Education & Training 70
8,050 9,476 (1,426)
General Government
Supervisor
Sdaries and Wages 4,700
Dues 4
4,850 4,740 110
Elections
Supplies 77
Printing & Publishing 46
1,350 123 1,227
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Statement of Revenues, Expenditures and

Changes in fund Baance - General Fund (continued) Favorable
Budget Actud (Unfavorable)
Assessor
Supplies 630
Contracted Services 12,500
12,950 13,130 (180)
Clerk
Sdaries & Wages 5,94
Supplies 1,183
Communications 492
Repairs 163
Dues 25
Education & Training 170
Capita Outlay 5,515
11,195 13,502 (2,307)
Board of Review
Sdaries and Wages 1,085
Supplies 27
Professional Services 49
Transportation 53
Printing & Publishing 210
Education & Training 270
2,125 1,694 431
Treasurer
Sdaries and Wages 5,252
Supplies 1,572
Communications 533
Repairs 152
Education & Training 70
Capita Outlay 120
8,420 7,699 721

Township Hall and Grounds

Sdaries and Wages 1,601
Supplies 1,745
Contracted Services 972
Utilities 5,430
Repairs 2,681
Capita Outlay 22,063

23,000 34,492 (11,492)

Total General Government 71,940 84,856 (12,916)
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Statement of Revenues, Expenditures and
Changes in fund Baance - General Fund (continued)

Public Safety
Rescue
Contracted Services

Tota Public Safety

Community & Economic Development
Planning
Sdaries & Wages
Supplies
Transportation
Printing & Publishing

Zoning
Sdaries & Wages
Supplies
Transportation

Zoning Board of Appedls
Printing & Publishing

Tota Community & Economic Development

Other
Retirement
Insurance
Payroll Taxes

Tota Other
Total Expenditures

Excess Revenues Over
(Under) Expenditures

Fund Balance - July 1, 2005
Fund Baance - June 30, 2006
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Favorable
Budget Actud (Unfavorable)
7,000 6,768 232
7,000 6,768 232
5,210
110
84
85
3,270 5,489 (2,219
2,160
9
177
6,075 2,346 3,729
1,020 69 951
10,365 7,904 2,461
1,050
3,739
1,176
17,300 5,965 11,335
106,605 105,493 1,112
(6,685) 1,464 8,149
125,123 125,123 -
$ 118438 $ 126,587 $ 8,149
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CerTiFlien PURLIC ACCOUNTANTS
Business CONSULTANTS

February 21, 2007

Township Board
Township of Lilley
Bitely, MI 49309

Dear Board Members;

In planning and performing our audit of the financial statements of Lilley Township, for
the year ended June 30, 2006, we considered its internal control in order to determine our
auditing procedures for the purpose of expressing our opinion on the financid statements
and not to provide assurance on internal control.

However, during our audit, we became aware of certain matters that are opportunities for
strengthening interna controls and operating efficiency. This letter does not affect our
report dated February 21, 2007, on the financia statements of Lilley Township.

We will review the status of these comments during our next audit engagement. We will
be pleased to discuss these comments in further detail a your convenience, to perform
any additional study of these matters, or to assist you in implementing the
recommendations. Our comments are summarized as follows:

CURRENT YEAR COMMENTS

Books and Records

A few of the items we noted during our audit were missing receipts for purchases,
remittance advices not attached to receipts, missing account numbers on the check stubs
or invoices, and that the check numbers did not correspond with the accounting software.
We recommend that the Township require receipts for al purchases and attach them to
the invoice. When a check is written to pay for that invoice, the account number used to
record the expenditure should also be written on the invoice. Conversdly, remittance
advices should be attached to the receipt book or yellow copy of the receipt. Also, care
should be taken when issuing checks to ensure proper numbering.

Budgeting
The Township spent a materia amount over the budget. The two largest amounts

overspent were in the fire fund and the genera fund. In the fire fund, total expenditures
for public safety totaled $96,106 compared to the budgeted amount of $82,395 which
caused an overexpenditure of $13,711. Also, in the genera fund, township hall &
grounds was over spent by $11,492 even though amendments were made to this item
during the year. We recommend that the Board regularly compare the budget to actua
expenditures and make amendments as necessary.
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Township of Lilley
February 21, 2007

Page 2

Another area in budgeting that requires attention is in the design of the budget. The State of Michigan
requires Townships to comply with Michigan Public Act 2 of 1968, as amended, Section 15, which
provides that a budget include the following:

Actud expenditures for the most recently completed fiscd yesr;

Estimated expenditures for the current fisca year;

An estimate of the expenditures in the next fisca year;

Actua revenue for the most recently completed fiscal year;

Estimated revenue for the current fiscal year;

An egtimate of the revenue in the next fiscal year;

Beginning and ending fund baance for each year;

An estimate of the amounts needed for deficiency, contingent, or emergency purposes,
Other data relating to fiscal conditions that the chief administrative officer considers to be
useful in considering the financia needs of the local unit.

We adso noted that the funds were not budgeted for separately in the appropriations act. We
recommend that each fund be separated and a budget amount be set individualy not as a whole.

Uniform Chart of Accounts

In 2002, the State of Michigan up-dated the prescribed uniform chart of accounts that is to be used by
al units of government within the state. We found that the Township is not in compliance with the
chart of accounts at the activity code level. We recommend that the Uniform Chart of Accounts be
reviewed and changes be made to the Townships chart of accounts as needed.

GASB 34 - BASIC FINANCIAL STATEMENTS - AND MANAGEMENT’S DISCUSSION AND
ANALYSIS — FOR STATE AND LOCAL GOVERNMENTS

As you may have noticed, your financiad statements have severa significant changes this year. Thisis
just a brief overview of what GASB 34 is and what it means to you. This statement makes many
changes to the presentation of the financia statements. One of the most substantial changes is to add
government-wide financia statements which are prepared using economic resources measurement
focus and the full accrua basis of accounting (used by most for-profit business). These statements
aso report the Township's fixed assets and infrastructure at origina purchase less depreciation. The
fund financial statements continue to be presented as well, however, the columns presented have
changed to the genera fund and other “major” funds and a summary reconciliation is required to
identify the differences between the government-wide and fund reports. This statement also
prescribes the Required Supplementary Information (RSI) to include budgetary comparison schedules
(as currently prescribed by the State of Michigan), however, with the addition of the originaly
adopted budget (as well as the final amended budget).



Township of Lilley
February 21, 2007

Page 3

We again found the records to be maintained in good condition by both the clerk and treasurer,
however, some information was not available to us during the first day of the audit. We ask that if any
board member has questions regarding what information is needed by our staff, to contact us before the
scheduled audit date to ensure an efficient audit process.

Please cal our office if you have any questions or comments regarding this letter. We look forward to
continuing to serve you.

Respectfully submitted,
Gt Leb. gt CFA

Jodi DeKuiper, CPA
Hendon & Slate, PC
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